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PROCRALS FOR AUDIT OF COSTS 
COST TYPE CONTRACTS 


CONTRACT SUBBIR 
TASK ORTER( 8) 


ree enema yaa. 


; The steps omamcrated in this standard euiit program are not considered nandatory . 
The euditor is expected to utiliie juignent in expending or contracting the scope of 


andit. 


In the ovent significant (leviations ere wate to thie program the chance should 


be noted and explained in an attached eddeniu. 


AT HEADQUARTERS 


1. 


5. 


3H _YIRID 


1. 


Review contract brief ani branch controls om open task orders, noting ccaments 
and special approvals since last endit. 


Review prior andit working papers, 


Review completed Survey of Internal Controls and Accounting Practices or 
Cost Accounting Standards Disclosure Statement, and Contractor's submitted 
Govermment Property Procedure. 


Prepare and/or post to Summary of Contractor's Claims Schedule, the 
cumlative ancunts of each expense element, the total cost, fee end total 
as shown on the contractor's latest submitted invoice. (In the event the 
contractor's invoices do net shov cumulative amounts, the invoices should 
be listed individnaliy and the contractor informed at time of visit, to 
Comply with stendard billiag proceture). 


Recancile total claim to (0S/Ctin/oF contre] card. Review audit adjustments 
amd reconcile to control cexd. Fost totel payments shom on control card to 
Sumeary of Contractor's Cleins Schedule. 


Zotel Cisine 


8. Reconcile the contractcr’s claim by expense elenent with the contractor’s 
cost ledger. List seperately for each fiscal year in order to expedite 
Siney revere wien entent indirect expense allcosticn rates here been 
negotiated. 


b. Swbetentiate over/wmier yayuent with contractor's sccounts receivable. 


Rivest Leber Aplit 
& Exemine labor entries in project ledger and select transactions for audit. 


do. I transaction selected is for regular payroll distritutio, revier ani 
extwect fron labor distribution regieter the identity of employees, hours 
emi Goliare charged to the project during the perio? selected for aulit. 
Using the extract from labor diatribution register, examine and reconcile 
tine carde. Verify pay rates claimed to employees’ earnings records or 
pereamal departacnt recoris. ‘Test extensions of hours end rates for 
elewical accuracy. Tost paid payrol) checks. 


e. If trensection selected is not » normal payroll distribution but represents 
@ transfer or adjustment, trace the trunsactim to its inception to ascertain 
propriety end follow as rany of the steps enumerated in 2b above to ensure 
eqritability. 
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AUDIT PROCRAN FOR ADDIT OF COSTS - COST TYPE CONTRACTS 


3. Direct Faterlals Audjit 


& Examine direct materials entries in project ledger and select transactions 
for audit. 


db. If transaction selected is for charges fran voucher register, purchase 
journal, ote., review and extract from applicable register the reference 
munber (voucher or purchase order meaber), the identity of the vendor and 
emount charged to the project during the period sclected for audit. Using 
the extract fran the applicable ragister, examine and tast vouchers in 
deteil, placing particular empimeis on the contractor's system of intemal 


controls with respect to the issuing, approving, pricing, verifying, extending. 


discomting end/or payment as it applies to requisitions, purchase orders, 
receiving reparts, inspection reports, vendor's invoices and payment cheeks. 
Bvaluate purchases to determine whether the itams vere required for contract 
performance ani bought in reasonable quantities at prudent prices. Be alert 
to the possibility that certain vondors may be related or subsidiary companies 
end therefore eligible for special pricing allowances. 


c. If transaction selected is not a normal purchase from the voucher register 
or purchase journal bui represents a transfer or adjustment, trace the 
transaction to its inception to ascertain proprietary and follow as many of 
the steps enumerated in 3b above as dcemed necessary to ensure equitability, 


h. Andit of Material Withdram fran Stock 


@ Examine stock withirawals entries in project ledger for transfer of coste 
from stores anf select, transactions for audit. 


bd. Reviev ani extract from the stores withéravals register, the requisition 
mumber end emcunt charged to the project during the period selected for 
@ndit, Using the extract. from the stores withirawals register, exemine 
and reconcile requisitions, listing the quantities, Geseription and unit 
peices of the items withixem. Test requisition unit prices to stock record 
cari. Test stosk record card prices to vendors' invoices. 


5. fied of Other Direst Costs 


&. Pee ae rber dizect ost entries in project ledger and select transsctions 


Bb. Trace seleeted tremeactions to basic documentation to determine allowability 
fa camplisnce with contract terms, special exuthorizations, etc. Test for 
olerical ani payments. 


b. Gm the same schedule, Show the approved elain by elenents of cost and 
Campute the indirect expenses at the currently approved retes, (If current 
Book rates very euffisientily to indieste substantial overclain and ney 

ae weecumenied concurrently with this audit, the recamended 

ere to be substituted for those auw obsolete). 


& Determine that the contrector aainteins records of Covernuent property 
im its possessim in accordamee vith the epproved procedure or Appendix 3, 
ASPR. fest praperty record control ecards for specific items developed by 
amit of direct material and/or stores vithirawals. Verify that Goverment 
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AUDIT PROGRAN FOR AUDIZ OF COSTS . cosT FyTD CONTRACTS 


b. Amend Survey of Interna! Contrals and Accamting Practices fo 
. 2 } x 
changes made in the Comtrector's systen since the last audit, = 


8. Exit Conference - Meet with contractor's representative for the purpose 
of advising of the resulta of madiit and contractor's 
reaction to apecific items questimed. Discuss status 
of indirect expense a2locetion rates, final vouchers, 
and cumlative claim and reconciliation statements. 
peor noe financial statements and/or ammuel report fron 
trac OX" » 


AT HEADQUARTERS 


1. Prepare report!s) on sudit including « statexent on maintenance of prope 
records in sceardence with approved procedure or Appendix B, ASPR, ore 


2. Index vorking papers ani cross reference. 
3. Post audit reparts to Branch Control for each task order. 
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PROGRAM FOR AUDIT OF COSTS 
TIMES AND MATERIAL CONTRACTS 


CONTRACT NUMBER 


TASK ORDER(S) 


The stevns emmerated in this standard audit program are not conelidered mandatory. 
The auditor is expected to ubilize judgment in expending or contracting the scope of 
andit. In the event significant deviations are made to this program the change should 
be noted and expleined in an attached addendum. 


AT HEADQUARTERS © 


1. Review contract brief and branch controls on open task orders, noting camments 
and special approvals since last andit. 


2. Review prior audit working papers. 


3. Review completed Survey on Internal Controls and Accounting Practices or 
Cost Accounting Standards Disclosure Statement, and Contractor's submitted 
Government Property Procedure, 


4, Propare and/or post to Summary of Contractor's Claims Schedule, the cummlative 
enounts end hours of each labor category, the anount of each expense element, 
ena total as showm on the contractor's latest submitted invoice. (In the event 
the contractor's invoices do not show cumulative ancunts, the invoices should 
be listed individually and the comtractor informed at time of visit, to comply 
with standard billing precedure. ) 


5. Reconcile total claim to cCS/cziD/oF control card. Reviey audit adjustments 
end reconcile to control card. Post total payments shown on control card to 
6. Verify contractor's computations by multiplying the total hours billed in 
each labor category times the authorized rates. 
IN FIELD 
1. Total Claims 


@. Reconcile the contractor's hours claimed vy labor category and monetary 
value of materials and other direct costs with the contractor's cost ledger. 


>. Substantiate over/under payment with contractor's accounts receivable. 
2. Direct Labor Audit 
@. Exanine labor entries in project ledger and select transactions for audit. 
b. If transaction selected is for remiar payroll distribution, review and 
extract fron labor distribution register the identity of employees and 
houra charged to the project during the period selected for audit. Using 


the extract fran lebor distribution register, examine and reconcile time 
cards. ‘ 


c. If transaction selected is not a. normal payroll distribution but represents 


a transfer or adjustment, trace the transaction to ite inception to ascertain 


propriety and follow as many of the steps emmerated in 2b above to ensure 
equitability. 


ad. Reconstruct several 121 rates on besia of current information, i.e. actual 
labor rates, current indirect expense allocation rates >» ete, (While in all 
probability adjustments cannot be made an the current contract, this inforna-~ 
tion can have retrospective spnlication to future contrects. 
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PROGRAM FOR AUDIT OF COSTS - TIME AND MATERIAL CONTRACTS 
3. Direct Materials Audit 


@. Tanine direct materials entrios in project ledger and select transactions 
for andit. 


b. If transaction selected is for charges from voucher register, purchase 
journal, etc., réview and extract fran iieable register the reference 
mmber (voucher of purchase order sumber » the identity of the vendor 
and encunt charged to the project during the period selected for audit. 

Using the extract fran the applicable register, examine and test vouchers 
in detail, placing particular emphasis on the contractor's system of 

eontrols with respect to the issuing, approving, pricing, verifying. 
extending, discounting or payment as it applics to requisitions, purchase 
orders, receiving reports, inspection reports, vendor's invoices and payment 
checks. Evaluate purchases to determine whether the items were required for 
cemtract performance and bonght in reasonable quantities at prudent prices. 
Be alert to the possibility that certain vendors may be related or subsidiary 
ecompanies and therefore eligible fer special pricing allowances. 


Ge a transaction selected is not a normal purchase from the voucher register 
or purchase journal but represents a transfer or adjustment, trace the 
tremsaction to ite inception to ascertain proprietary and follow as many 
of the steps enumerated in 3b above as deemed necessary to ensure equitability. 


h, t of Tat Withdreun from Stock 


a. Excemine stock withdravals entries in project ledger for transfer of costes 
from stores end select transactions for auiit. 


b. Review and extrect from the stores withdravals register, the requisition 
wanber end emount charged to the project during the period selected for 
por Using the extract fran the stores withdrawals register, examine 

aah reommoile requisitions, listing the quantities, description end unit 
pelece of the items withiram. Test requisition unit prices to stock 
record card. Test stock record card prices to vendors’ invoices. 


3+ Mis of Other Divect Costs 


& Po gpa ga a in project ledger ami select transactions 
for endiit. 


>. Trnse selected transactions to basic documentation to determine allowability 
4g ccuplience with ecntract terms, special authorizations, etc. Test for 
Glugical accuracy and paynents. 


a - If the contract provides a 


egudynent is incinded in property record control system. Ascertain that 
Agency property has been sarked in accordance with contracting Officer's 
pope I gonrri 
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OVERHZAD AUDIT PROGRAM 


Jeedquerters: 


le Review completed survay of controls and eccounting procedures. 
2. Review the contract, noting terms relevant to overhead determinntions such ~:: 
(*) Guide to be used in determining -Llow>ble cost, whether ASPR Section XV or cthar. 
b) Overherd meximm limitetions. 
(c) Special approvels of costs or facilities that relnte to ovarhend 2ppliesticn. 
(4) Method for determining fine] overhead whether by negotintion, qdit deternin:- 
tion or other, 


3. Ontain from the contractor, its signed overhead proposals covering the perioif ) 
to be andited. 
4, Review the statements in (1) ebove and: 

(n) Compare current coste with costs of pravious periods, noting changes in pro- 
cedures, disparity of costs between fircal periods or unusually large axpani- 
itures in sny perticuler expense category. 

(>) Determine whether costs specifically dissLlowed under ASPR Section XV or other 
criterias for determining sllowable costs have been excluded from contractor's 
cleims. 

(c) ote any deviations, exceptions or questions to be discussed with the contractor's 
representative prior to sterting field audit. 


Field: 
1. Discussion with coutreetor's accounting representative: 
(>) Aseertain that statements presented are valid and represent the contrrctor's 
totel overhead elreins. 
(b) Diseuss any questions thet arose in prefield review. . 
(c} “eview contrector's current accounting procedures, compsre present procedures 
with procedures ot most current audit end determine if changes result in inecuit:as 
Discuss ary spperent inequities with contractear. 
2. Verification of overhead sxnense: 


(=) Verify the expenses proposed to the contrector's general ledger end finsneial 
statements. Reconetle differences. 

(b} Select a representetive period for deteil verification. 

(c) Examine ell transactions in eech account, for period selected for revisw by: 


(1) ‘Trace entries in general ledger for the period selected to the smirce 
m of the entry, i.¢., cash disbursements, aecounts paysble register or otiar. 
(2) Itenize each transaction, and tie-in to general ledger. 
(3) Expend scope to cover broader period if test check reveals deficiencies. 
(4) Follow procedures for auditing costs as deseribed in Chapter IV Ssactior 2 
of the DOD contract sudit manuel. 

(1) Eliminate all costs found to be unallowsble in accordance with ASPR Section “1 
or other cost criteria not current period cost, in excess of contract Liettstion: 
end in excess of amount considered reasonable. 

(e) Compute overhead rates taking into consideration costs questioned. 

3. Diseuse with contractor's responsible representatives all costs questionad ond get fis 
econmirrence or reason for nonconcurrence. 
4, Obtain latest billing snd bidding rate informetion slong with supporting sehadiules. 


Headquarters: 

1. Prepare advisory report for the contrecting officer. Itemize and explain all eosts 
questioned, compute overhead rates, end state contrector’s concurrence or nonconcurreca 
vith audit Pindings. 


2. Index working pepers sid erose reference. 
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EVALUATION OF COST PROPOSAIS 
AUDIT PROGRAM 


Review the normal methods and procedures used by the contractor in the prepar~ 
ation of proposals and determine if such methods were followed in the 
preperation of the proposal under review. If contractor is required to file 
a disclosure statement as stipulated by Cost Accounting Standards Boaml, re~ 

view the proposal to ensure that it was prepared in accordance with the 
disclosed practices. 


LABOR: 


a Houre: Review the contractor's basie work papers used in compiling 
its lebor hour estimate. Relate these work papers to blueprints, 
achematies or the technical proposal if possible. If these work papers 
do not exist or are not available, get a definite statement from the 
contractor as to how the labor hours were determined and the amount of 
effort expenied in its determination. This being the most critical 
phase of most cost analyses, exhaust all possibilities, within the 
available time, to enable CSAD to help the negotiating team in deter 
mining the reasonableness of the lebor hour estimate. 


b. Rates: If the labor rates used ere those of specific individuals, 

- compare the rates with similarly classed employees. Any contingencies 
ineluded for proposed wage/sealary increases should be verified to 
union agreements, definitized Company. policy or annuel or semi-annual 
salery reviews, etc. 


Review the method used in pricing materials. Verify historical costs if such 
costs were used in the proposals. Determine if the contractor has obtained - 
quotations from more than one source for purchaseg and subcontracts. Ascertein 


_ the extent of subcontract cost analysis performed by the contractor,. ° 
‘Review methods used in ‘pricing other direct costs included in the ene 2 such 


as travel consultants. computer time, etc., and verify historical costs used 
as a basis for such pricing. Determine if proposed travel rates are in 
accordance with contractor's established policy. 


Verify overhead allocation rates used and review projected rates for reason- 
ableness. Give attention to the effect of new business on the contractor's 
total projected expense, which will have a direct bearing on the projected 
overhead rate. If not stated seperately, ascertain extent of independent 
research ang development which may be included in the overhead rates. 


Determins if the fee requested is in line with the fee percentage of estimated 


costs customarily accepted by other Government agencies under contracts with 
same contractors, 


Consult with the cognizant DCAA auditor, where time permits, regarding audit 
and cost analysia experience with the contractor and, whether the cognizant 
audit office has evaluated the contractor's proposal procedures. 

Be able, on the besis of the analysis, to make some specific recommendations 
regarding the acceptance of certain elements of the proposal and to comment 
on the reasonableness of the proposel as a whole. 


Meet with the negotiator and the technical representative, as required, and 
render aceounting counsel. 


Submit a report on our findings end recommendations. 


If requested, participate in the ectual negotiations in an edvisory capacity. 
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